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FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

_April 11,2012
MEMORANDUM
To: Anthony Herman
General Counsel

Through: Alec Palmer

Staff Director
From: Patricia Carmona ?.".‘:::
Chief Compliance Officer éizs (uore =1 't
&/  DmInasN w400
Tom Hintermister S
Assistant Staff Director Thomas :"‘:'.".-‘."_:::_-_._

Audit Division Hintermis

Alex Bogiewiez  AMlex R fesmmenes
Audit Managar Bonlewicz /-=eutes

By: Ken Smith Alex R o
Lead Auditor/Audit Manager BonlewigrESr—am
Subject: Chris Dodd for President, Inc. - Referral Matter

On April 9, 2012, the Commissinn approved the Final Audit Report of the
Commission on Chris Dodd for President, Inc. This report includes the following matter
that is referable:

Misstatament of Financial Activity (Receipts Only)
All work papers and rélated documentation are available for review in the Audit

Division. Should you haye any questions regarding this matter, please contact Ken Smith
or Alex Boniewicz at 694-1200.

Attachment: Finding 3 - Misstatement of Financial Activity - (Receipts Only)
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l Findin_gr 3. Misstatement of Financial Activity

Su

mmary
During audit fieldwork, a comparison of reported figures with bank records revealed that CDFP
understated its receipts by $355,240 and overstated its disbursements by $190,935 in 2008. In
response to the Preliminary Audit Report, CDFP amended its reports, but excluded an
adjustment relating to net realized brokerage losses. As a result, receipts for 2008 remain
misstated.

+ The Commission approved a finding that CDFP misstated financial activity for 2008.
.. Legal Standard

Contents of Reports. Each.report must dnsclose

¢ The amount of cash-on-hand at the beginning and end of the reportmg period;

o The tatal amount of receipis for the reporting period and for the election cycle;

¢ The total amanot of distiursements for the reparting period and for the elegtion cycle; and

o (Certain transactions that require itemization on Schedule A (Itemized Receipts) or Schedule
B (Itemized Disbursements). 2 U.S.C. §434(b)(1), (2), (3), (4) and (5).

Facts ami Amalysis

A. Facts

As a part of fieldwork, the Audit staff reconciled reported activity with bank records for 2008.
The following chart outlines the discrepancies for the beginning cash balances, receipts,
disbursements, and the ending cash balances. The succeeding paragraphs explain why the
differences occurred, if known.

2008 Ceammiittee Activity
B Reported Bank Records Discrepancy

Opening Cash Balance @ $ 2,489,560 $ 2,456,875 $ 32,685
January 1, 2008 Overstated
Receipts $ 1,910,177 $2,265,417 $ 355,240
' Understated
Disbursements $ 4,397,873 $4,206,938 $ 190,935
Overstated
Ending Cash Balance @ $ 515,970 $ 515,354 " $616
September 30, 2008 Overstated

The overstatewent of opening cash-on-hand ($32,685) resulted from discrepancies that occurred
in the previous year, 2007.

The undersietemest ef reoeipts resulted from the following:

! The reported ending eash balance is incorrect becanse CDFP decreased its beginning cash-on-hand by $12,049 in
its August 2008 Monthly Report and increased beginning cash-on-hand by $527,055 i its October 2008
Monthly Report. The unexplained changes in cash may have been an attempt to correct the cash discrepancies
that resulted from the misstatements of recéipts and disbursements. Absent these incorrect adjustments by
CDFP, the reportad endicg oash balanoe at Septomber 30, 2008, would have been $1,864.
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e Matching fund payment received 7/17/08, not reported $ 514,173
o Net reulized losses (brokerage accounts), not reparted” (150,370)
¢ Vendur rofund, not reportod 5,876
e Offseis w aperating axpomdituem, not reported 23,954
e Political committee ommtrihutions, not reported 16,100
e Unexphainad differencs (54.493)
Net understatement of receipts $ 355240
The overstatement of disbursements resulted from the following:
e Loan repayment, over-reported $ (144,757)
¢ Disbarsements and brokeraye ftes, not reported 239,950
e Net errors in reporting payroll ead fees - 41,733
‘e October Tremsfar to FOCD 1epurted in Sepznbar’® - (351,210)
e Reporied dishurooenents thet actoaily clazred ank in Dec. *07 (3,300)
¢ Unexplainnd difference 26,649
Net overstatement of disbursemznts $(190,935)

The overstatement of ending cash-on-hand ($616) resulted from the misstatements described
above.

B. Peelimfimry Audit Repurt & Audit Division Recomnrendation

At the exit conference, the Audit staff discussed the misstatements and provided CDFP
representatives with copies of the Audit staff’s bank reconciliation. In response to the exit
conferencs, regarding the aver-reparting of tnmsfexs ta the Candidate’s Serate committee
(totaling $351,210), CDFP representafivcs stated that CDFP had instructed its broker to transfer
the funds to the FOCD accaunt, and the broker’s delay in making the transfer caused the
reporting discrepancy. The reporting error could have been avoided if CDFP had not reported
the transfer until the funds were actually transferred. Regarding the reporting of qperating
expenditures, CDFP representatives stated chat many operating expenditures were not reported
becanse CDFP was unaware of the data processing requirements for entering debts and
obligations. Thus, renwy debt peymeuts were not disclczed in CDRF’s reports. CDFP
represurtitived did not address any of the othux disorepuncies noted above.

In the Preliminary Audit Report, the Audit siaff recommended timt CDFP =mend s repass o
comact the misstatements for 2008.

2 lt:lwuldbenotedtﬁtthinehmwmlizedgﬁuandlouesdiscloudbyﬂlebrokemgeﬁrmhismomhly
statements, which were not reported by CDFP. These net realized losses resulted from the decline in the stock
market.

3 CDFP reported this transfer in September 2008, while it actually occurred in October 2008. The Audit staff’s
bank reconciliation was done through September 2008. As such, it was recommended that CDFP amend its
reports to correctly disclose the transfer in October 2008.
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C. Committee Response to Preliminary Audit Report

In respouse th the Preliminery Audit Report, Counnel siziced tinne, nfter the date of ineligibility,
CDFP head anmie difficulty in preparing it reparts due mainty i problems experizoset] in thn tree
of its financinl datahare. Coemsal added thkat this was why, for exssaple, CDFP failed to diaclose
a matching fund payment received an July 17, 2008, and over-reported a $144,757 loan
repayment. Counsel indicated that CDFP would file ameodments to correct theze misstatements.

However, Counset further added that the Preliminary Audit Report did not correctly present the
“level of misstatement”, mainly because of its treatment of CDFP’s brokerage account. Counsel
argued that the Prelintinary Audit Report “...appears to confuse fluctuations in the account’s fair
market value, whick do not need to be repmad, with the uctual salu of the pertfolio assets.”

In respomse ta the Protintimncy Auilit Report, CDFP filed ano:ndad repoxts far 2008 and & partion
of 2009. CDFP did not accept the assessment of its brokerage accounts presented in the
Preliminary Audit Report and therefore did not make all the recommended adjustments relating
to the brokerage accounts in its amended reports. Specifieally, the amended reports did net
include net realized losses of $150,370 (see section A above), and as a result, receipts remained
misstated for 2008. CDFP materially corrected disbursements for 2008.

D. D=aR Fiaal Aedit Repurt

In the Dawix Final Audit Repart, the /mdil staff ssknpwletiged the amsandoments filed by CDFP
but noted that receipts remained materially misstated for 2008 as a result of CDFP’s decision to
not disclose the iwralined losses from the brokerage accounts.

E. Commume Response to the Draft Final Audit Repert

In respanse to the Draft Final Audit Report, Counsel disagreed with the Audit staff’s treatment of
CDFP’s brokerage account losses. Counsel contended that this finding stemmed from a
misunderstanding of the law and made comparisons to the treatment of unrealized gains and
losses in the audit of Friends of Anthony Weiner for the 2003-2004 election cycle.

Counsel further stand thnt tiea sletere and regaietiens peovidad no axplivit gedtiznan on bow
realiznd laasan meet be reported. Cmmsal mserted that aisither axplicitly refamad to the
dicalesare of Isses, rspecially within a btoleerage nozcant.

Coursel expressed that the Draft Final Audit Repert alse demonstrated she lack of clarity on this
issne, Connsel pointed to the different means of disclosing the realized lossas presented in the
Draft Final Audit Report (in “Other Receipts™) and the Office of General Counsel’s legal
analysis of the Draft Final Audit Report (in “Other Disbursements”).

F. AuliRR Hearing

At the audit hearing, Conseel seitoraed CDFP’s pugition tiit il etotve sud regulstions lack
guidmce cm ihe reponting of realized loases. Commiel dise stated that tirey did mit believe there
was lepat autimyrity that requined CDFP ta diselosa realized lossea on a kenkerage account.

Subsequent to the audit hearing, the Audit staff clarified to Counsel that CDFP’s net realized

" losses of $150,370 should be reported on Schedule A-P (Itemized Reeeipts), Line 21 (Other

Receipts) as a negative receipt.
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Commission Conclusion

On Mamk 1, 2012, Gm Commission considered the Audit Division Recommendation
Menmmramdum in which the Awndit stuif recommmnded the Cammission find that CDFP nusstatad
its finnnctal amtivity for 2008 by undarstating its recaipts by $355,240 and overstating its
disbursements by $190,935.

The Commission approved the Audit staff’s recommendation.



